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a higher trend of this ratio indicates higher returns on the  net
worth which is a sign of efficiency.
An increase in the amount of net worth does not nece-
ssarily increase the amount cf profits because prefix depend
on the volume of sales, the asset turnover, the sales policies
and the cost control methods. The ratio gives an idea of the
utilisation of net worth in generating profits. In order to find
out how the interest burden reduces this ratio, earnings before
depreciation but after interest are calculated.
Earnings Before Depreciation & Interest / Total Debt
This ratio is one of the measures to ascertain the effici-
ency of a firm in generating profits. The total debts are all
outside liabilities inclusive cf the short and long-term debts.
If this ratio is calculated in terms of percentages and the result
is less than or equal to the interest, then a firm is said to be
in loss. A low trend of this ratio indicates sickness.
Retained Earnings as per the Balance Sheet / Total Assets
This ratio measures the relationship between total assets
and accumulated earnings. An increasing trend indicates grow-
ing efficiency of a firm thn-ugh ploughback whereas a lower
or negative ratio over a period of time leads to its closure.
Equity / Debt
This ratio indicates the relationship between debt and
equity where debt includes all outside liabilities of a long and
short-term nature and the term "equity", implies net worth i.e.,
share capital, reserves and surpluses.
A deteriorating trend of this ratio indicates increasing
indebtedness which is a sign of sickness. A low equity in
relation to debt indicates negligence in the utilisation of assets
on the part of owners. Generally, 1:1 of this ratio is consi-
dered good. In India, most entrepreneurs who start small-scale
industries belong to the middle income group. Hence, 1:2 of
the ratio can be tolerated. Likewise, at the time of expansion
and modernisation more debt in relation to equity can be
tolerated. But a deteriorating trend calls fcr attention. If not,
it leads to the failure of a firm.